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Mason, Monte 

From: John Lee [jlee@crowleylaw.com]

Sent: Monday, August 15, 2005 10:30 AM

To: Mason, Monte

Cc: Colby Branch

Subject: FW: Comment Regarding DNRC Proposal for Higher State Royalty
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8/15/2005

Monte:  I concur with Colby's comments.  I would recommend leaving royalties as they presently exist, and if appropriate utilize 
the authority already provided the DNRC to require higher royalty leases where indicated on a case-by-case basis.  
Alternatively, North Dakota, in my estimation, has the most appropriate and balanced approach.  Regards, John 

______________________________________________  
From:   Colby Branch   
Sent:   Monday, August 15, 2005 10:02 AM  
To:     John Lee  
Subject:        FW: Comment Regarding DNRC Proposal for Higher State Royalty  

 
 
______________________________________________  
From:   Colby Branch   
Sent:   Monday, August 15, 2005 10:01 AM  
To:     'mmason@mt.gov'  
Subject:        Comment Regarding DNRC Proposal for Higher State Royalty  

Dear Monty:  

Thank you for the opportunity to comment on the Department's proposal to increase the state's royalty on oil and gas leases.  I 
respectfully offer the following brief comments: 

1.  The proposal assumes that raising the lease royalty will result in higher revenues to the State, but there is a complete 
absence of any supporting economic analysis.  The following negative economic consequences of the proposal should be 
considered: 

        a.  The higher royalty will discourage exploration on state lands, resulting in fewer discoveries and associated royalties. 

        b.  Many state leases are never drilled, and many of those that are turn out to be barren.  By discouraging the leasing of 

state lands, at least part of the 

             higher royalty will be offset by fewer sales (and resulting bonuses and rentals).  

        c.  Any bid at a state sale is based on the anticipated economics of the particular play.  All other factors being equal, the 
higher royalty will result in lower  

                 bonuses across the board.   

        d.  The higher royalty will lower the economic threshold for producing wells, resulting in premature abandonment and lower 
royalties. 

2.  The analysis of current fee mineral royalties does not comport with my experience.  I examine title in Montana, Wyoming and 
North Dakota, and continue to see many 12.5% leases, especially in wildcat areas. 
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3.  The analysis of overriding royalty misses the point.  Many (most?) wildcat plays in Montana are put together by independent 
brokers, whose primary consideration is the retention of an overriding royalty when selling the play.  There is a limit, however, to 
the overall burden that buyers are willing to assume.  By raising the state's royalty, you've taken much or all of the broker's profit, 
thereby effectively dampening exploration and leasing.  Also, overriding royalties are commonly retained in the sale of a 
producing property, often as a means of allocating risk between the parties in an uncertain market.  The retained royalty, of 
course, is reflected in a lower sale price.  A royalty retained in the sale of a producing property has no relationship nor bearing, 
and should not be compared, to leasehold royalty. 

4.  An increase in state royalty would be "inflationary," in that it would drive the royalty for fee leases upwards as well.  Thereby 
diminishing activity across the board. 

 
 

Colby Branch  
Crowley, Haughey, Hanson, Toole & Dietrich P.L.L.P.  
490 N 31st Street, Suite 500 TW2  
Billings, Montana 59101 USA  
voice 406.255.7312 fax 406.256.8526  
cbranch@crowleylaw.com  

www.crowleylaw.com  

This electronic mail transmission may constitute an attorney-client communication that is privileged at law. It is not intended for transmission 
to, or receipt by, any unauthorized persons. If you have received this electronic mail transmission in error, please delete it from your system 
without copying it, and notify the sender by reply e-mail or by calling the Crowley Law Firm, so that our address record can be corrected.  
Thank you. 
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Mason, Monte 

From: Betsy Campen [Betsycampen@bresnan.net]

Sent: Sunday, August 14, 2005 11:11 AM

To: Mason, Monte

Subject: state royalty rates

Page 1 of 1

8/16/2005

Dear Monte: 
  
We are very much against raising the royalty rate on state school trust lands.  We have enough trouble getting people to drill in 
Montana now because of taxes and environmental issues.  Raising the royalty rate is just going to be one more deterrent.  We 
should be thinking of ways to encourage people to explore for natural resources, not making it more difficult.  Ted and I 
encourage the land board to look at the issue from this perspective.  12.5% of something is better than 16.67% of nothing. 
  
Betsy Campen 
Certified petroleum geologist 
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Mason, Monte 

From: Gary Polasek [GaryP@headington.com]

Sent: Monday, August 15, 2005 1:30 PM

To: Mason, Monte

Subject: Proposed Montana Royalty Rate Increase

Page 1 of 1Proposed Montana Royalty Rate Increase

8/15/2005

Dear Mr. Mason,  

I'm emailing you on behalf of Headington Oil, L.P.  We are the leading driller and producer of Bakken 
formation wells in Montana.  We have enjoyed our relationship with your state and in particular the 
outstanding people we have worked with on the Montana Board of Oil and Gas commission.  Several 
things initially attracted us to your state in 1997 when we decided to make a major acquisition that set us 
up with significant operations in Montana.  One of these was most certainly your royalty rates on state 
lands. 

We are now very dismayed to hear you are considering reducing a major incentive that Headington has at 
least partially built into its economic considerations for wanting to conduct business in Montana.  The 
existing royalty rate has surely caused us to lease and drill a signifcant amount of state acreage, some of 
which would surely not have been leased and developed under a higher royalty burden due to the 
unfavorable economics that would have resulted. 

We implore you to hold the line on the current 1/8th royalty.  If not for the independent oil producers who 
have been coaxed to your state by these lower rates and then have risked millions of dollars drilling wells, 
then for the American people who desperately need cheaper gasoline prices that can only be achieved by 
adding more oil production.  This seems to be a most inopportune time to burden the oil industry with a 
disincentive to drill more wells. 

Gary N. Polasek  
Dallas Region Technical Manager  
Headington Oil Company  
7557 Rambler Rd.  
Suite 1100  
Dallas, TX 75231  
214.696.7785  
GaryP@headington.com  
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